ET 74-022 


AND THEIR IMPLICATIONS FOR 
THE UNITED STATES 


RELEASED BY THE U.S. DEPARTMENT OF COMMERCE. Domestic and international Business Administration, 
Bureau of international Commerce 


APRIL 1974, 


Frequency: Semiannual American Embassy 
Supersedes: ET 73-102 CANBERRA 


AUSTRALIA 
TABLE OF CONTENTS 


KEY ECONOMIC INDICATORS 


SUMMARY 
CURRENT ECONOMIC SITUATION AND TRENDS 


IMPLICATIONS FOR THE UNITED STATES 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50. Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield. Va. 22151. 





Re KEY ECONOMIC INDICATORS: 
All values in million US$ Exchange rate: Various, see column 
unless otherwise stated headings and Notes (1 2) & (3 
ITEM A (cyY71) B (CY72 Cicx D 
Years are calendar years (CY) US$1.00= | US$1.00= US$1.00= % 
AS0.857 ASO.783 ASsO.671 Change 
INCOME, PRODUCTION, EMPLOYMENT 
GDP at current prices (9/73) 39,869 45,477 
GDP at constant (FY67) prices (9/73) 32,870 34,791 
Per capita GDP, current prices (9/73) 3,113 3,495 
Plant & Equipment Investment (12/73) 2,236 2,070 
Labor Productivity Index (FY67=1000, 9/73) 1,132 1,142 
Avg. Weekly Earnings (Males) (12/73) 107.00 127.74 
Personal Income (9/73) 31,594 39, 339 
Ingot Steel Prod. ('000 tons) (12/73) 6, 630 6,744 
Electricity Prod. (mil.kwh) (12/73) 59,684 62,470 67,072 7.4 
Employment (Civilian) ('000 persons, 12/73) 4,492.1 4,579.5 4,795.2 4.7 
Avg. Unemployment Rate -%(12/73) Ry, 2.39 1.76 


MONEY AND PRICES 
Money Supply (12/73) 19,914 26,086 36,835 21.0 


Public Debt Outstanding (12/73) 16,377 18,582 24,525 ives 
External Debt (12/73) 1,683 1,676 1,702 -13.0 
Ext.Debt.Service Ratio (12/73) (%) 1.7 = 


Interest Rates 
Saving Banks Dep.Rate (12/73) (%) 3.75/5.00| 3.75/5.00 | 3.75/6.00 


Com'1.Banks Overdraft Rate(12/73) (%) tate 
Consumer Price Index(FY67=100, 12/73) i22.2 12367 144.6 


BALANCE OF PAYMENTS AND TRADE 
Gold & For.Exchange Reserves (12/73) 3, 161 6,251 6,097 -15.1 


Balance of Payments (12/73)+/- +1, 370 -1148 
Balance of Trade (12/73)+/- +616 23.9 
Exports, FOB (10/73) 5,224 Sloe 
U.S. Share (%) 13.5 
Imports, FOB (10/73) 4,621 
U.S. Share (%) 22.0 16.1 22.0 
MAIN EXPORTS TO U.S. (9 months to Sept.): Meat ($419.1), Chemical elements & 
comps. ($85.6), Fish & Fish Preps. ($42.3), Metall.ores & scrap ($37.5), Non- 
ferrous metals ($38.3), Sugar ($24.8), Nonelectric machinery ($16.8) 
MAIN IMPORTS FROM U.S.(9 months to Sept.): Nonelectric machy. ($269.5), Trans- 
port Eqpt. ($220.9), Electric machy. ($64.7), Mis.Manufact. Products ($62.5), 
Chemical elements & Comps. ($51.7), Scientif.& Prof.Instruments ($41.0), 
Plastics ($29.8), Manufactures of metal ($24.5) 
NOTES: (1) Col.A: Weighted av. A$0.879 used for GDP, Plant &Equipt. & trade 
figs; (2) Col.B: Weighted av. A$0.838 used for GDP, Plant & Equipt. & trade 
figs; (3) Col.C: Weighted av. AS$0.702 used for GDP, Plant & Equipt. & trade 


figs; (4) Col.d: % change computed on A$ figs. for same cumulative portion 
of Col.B. 
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SUMMARY 


Stimulated by booming export demand, the Australian 
economy finished 1973 at record levels of activity. 
The prospect for continuation of this boom, however, 
is constrained by such considerations as the world 
oil shortage. The outlook is for more inflation, 
but with faint indications that demand may ease as 
restrictive monetary policies, introduced late in 
1973 begin to take hold. The oil crisis also may 
have moderately contractionary results, principally 
through its impact on Australian export markets. 


Australian demand for US exports in 1974 should 
nevertheless remain very high. Appreciation of the 
Australian dollar against the US dollar and Australian 
tariff cuts have greatly improved the competitive 
position of US products. But US investment faces a 
changing environment under new control measures 
instituted by the Labor Government since 1972. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Buoyant Incomes and High Demand. Personal incomes during 
the first nine months of 1973 were almost 12 percent 
higher than during the same period of 1972. Average weekly 
earnings of males at the end of December stood at A$115.20 
(US$171.68), a 15 percent rise from a year previous. And 
per capita Gross Domestic Product measured in current 
prices was 15 percent higher at the end of the first nine 
months of 1973 than on the comparable date in 1972. These 
upward-pointing indicators also point to what is probably 
the most important source of Australia's inflation -- an 
incomes and spending boom triggered by rising world demand 
for Australia's exports. But in mid-December, for the 
first time since January 1972, the value of retail sales 
failed to rise, showing instead an 0.6 percent decline. 


Short Supplies, Increasing New Investment. While demand 

has been rising, the economy's capacity to meet it has 
expanded at a slower pace. Labor was in particularly short 
supply, as reflected by a 1.76 percent unemployment rate. 
Average hours of overtime worked were at a record level of 
four hours per employee during December. Labor productivity 


showed an almost imperceptible advance of less than one 
percent between September 1973 and September 1972. Yet 
the number of employed continued to grow, showing a 4.5 
percent increase from November 1972 to November 1973. But 
new investment in plant and equipment (including for the 
extractive industries) began an upswing during the last 
six months of 1973, finishing the year with almost a 10 
percent increase. 


There nevertheless was a severe end-products squeeze at 
all levels. Steel rod, canned ham, wading pools, PVC 
sheet, steel tube, paper plates, nuts and bolts, play gyms, 
screws, air conditioners, PVC pipe and plumbing fittings, 
washers, hand files, crow bars, toy cars, red paint - all 
these and others, according to trade sources, were in 
short supply at the end of 1973. 


Expanded Money Supply. Adding monetary impetus to the 
inflationary momentum during the year was a large 
increase in the money supply. The average weekly level 
at the end of November 1973 was 21 percent above that of 
the previous December, although the rate of growth was 





declining. The source of this increased liquidity was 
almost entirely domestic, as a previously expansive 
balance of payments condition began to subside and the 
level of reserves was reduced. 


Record Value of Foreign Trade. Largely as a result of 
recent policy measures, the value of Australian imports 
during 1973 scored an impressive 25 percent gain over 
1972. At the same time overall buoyancy in the economy 
was evident in the fact that exports also rose by nearly 
the same amount. Trade with the United States reached 
record levels. U.S. exports to Australia during the 
twelve months of 1973 rebounded sharply from the low 
level of 1972, growing a whopping 72 percent. Australian 
exports to the US also increased but by a smaller incre- 
ment of 32 percent. The US surplus in this trade, which 
almost disappeared in 1972, returned to previous levels 
of around US$350 million. However, prominent among US 
exports were 24 F-111 fighter bomber aircraft valued at 
approximately US$240 million, which must be considered 

an extraordinary item raising totals for the year somewhat 
abnormally. 


Biggest Price Rises Since Korea. This combination of 
inflationary conditions has had the inevitable familiar 


result -- price increases not seen since the Korean War. 
During 1973, the Consumer Price Index (CPI) rose more 

than 13 percent, almost three times the 1972 rise. A major 
component of this increase -- again a familiar story -- 

was food prices, which rose almost 22 percent during the 
year. 


Moderate Real Growth. Gross Domestic Product measured in 
current prices (i.e., including effects of inflation) rose 
nearly 12 percent in the first nine months of 1973. But 
much of this figure was accounted for by inflation. In 
constant FY67 dollars, the increase was a moderate 3.5 
percent. Even this was an improvement over the less than 
one percent real growth recorded during 1972. 





RECENT DEVELOPMENTS 


Government Actions. The Labor Government has had one 
urgent preoccupation during the last year -- inflation. 
Perhaps less immediate but no less important to it has 
been concern over foreign ownership and control of 
Australian business enterprise. Several official actions 
took place in connection with these matters. 


-- Revaluation of $A. On September 9 the Prime Minister 
announced a 5 percent revaluation of the Australian 
dollar against the US dollar as a means of further 
stimulating imports and reducing an inflationary chronic 
balance of payments surplus. This was the third upward 
movement of the Australian dollar against the US dollar 
in ten months. The US dollar is now valued at $A0.67 as 
a result. 


-- Increase in interest rates. In early October, in 
recognition of the need for monetary tightening, the 


official long-term bond rate was raised from 7 to a 
record 8.5 percent. 


-- Increase in Variable Deposit Requirement. Mainly as 

a liquidity control measure but with implications for 
foreign investment, one of the early acts of the Labor 
Government was to require that 25 percent of the proceeds 
of longer-term (two years or more) overseas borrowing be 
placed in an interest-free deposit with the Reserve Bank. 
Following indications in October that the measure was 
losing effectiveness in the face of rising interest rates, 
the VDR was raised to 33-1/3 percent. The effective 
interest rate on foreign loans is thus now 50 percent 
above the nominal rate. 


-- Tariff Reductions. The highly protective Australian 
tariff structure has been under intensive review since before 
the Labor Government took office. Following a 25 percent 
across-the-board reduction announced last July, selective 
reductions also have been made on color TV sets and other 
electronic components and on domestic electrical appliances 
("white goods"). 





-- Reduced Foreign Participation in Non-Bank Financial 
Sector. In a significant new action during the period 
regarding foreign ownership, a decision to prohibit new 
foreign investment in the non-bank financial sector (e.g. 
finance companies, merchant banks, leasing companies, etc.) 
was announced. 


Severe Floods. Unusual meteorological conditions during 
December-January brought flooding in the northeastern 

part of the continent described as the worst natural 
catastrophe in Australian history. At their height, 
one-third of the continent was affected (an area equivalent 
to one-third the U.S.). Damage assessments have varied 
widely, ranging from a total of A$50 million (US$75 million) 
to "hundreds of millions" in the State of Queensland alone. 
Final estimates will probably be near the lower end of this 
range. Wool and meat losses, for example, were surprisingly 
small with livestock deaths probably running less than one 
percent of total herds. Similarly most crops were little 
damaged. Although the floods were a colossal tragedy for 
many individuals, their national impact may well be con- 
siderably less than feared. 


OUTLOOK: ONSET OF STAGFLATION? 


The Australian economic outlook over the next six months 
is subject to two major influences -- domestic inflation 
and the oil crisis. 


Inflation. Three sources of inflation were operating in 
the Australian economy in 1973 -- imported inflation, 
excess demand and cost-push. There is little reason to 
expect any amelioration of the first. Continuing price 
rises abroad undoubtedly will make Australian imports 
more expensive, despite tariff reductions. They are also 
likely to continue to provide incentive for export of 
Australian primary products and consequent upward pressure 
on domestic prices. The domestic demand boom, on the 
other hand, has shown signs of wavering in the face of 
tight money policies and some weakening of both consumer 
and investor confidence. But no firm trend is evident 
and it is reasonable to expect continued high, if no 
longer rapidly accelerating, demand conditions. 





The prospects for an intensification of domestic cost- 
push pressures are great, however. The principal potential 
source of these pressures are recent and pending wage 
decisions that may add as much as 20 percent to wage 
costs. There is also increasing pressure from labor for 
a 35-hour week, quarterly cost-of-living adjustments to 
the national wage award ("indexation"), and additional 
paid four-week annual vacations. In addition to these 
influences on wage costs, price rises on a range of other 
essential goods and services stemming from shortages of 
petroleum products will no doubt begin to work their way 
through the economy over the coming months. 


In short, despite the Government's recent, moderately 
successful monetary restraint actions, the rate of 
inflation must be regarded as a source of serious concern 
over the near term. 


The Energy Crisis. Australia was relatively insulated, 
by its domestic sources, from the initial impact of oil 


shortages and price increases. But it is now clear that 
the country is subject to both direct and indirect 
influences originating in this problem that will have 
near-term effects. First are the direct results of shortages 
of fuels required to move goods to and from Australia. 
Although supplies of bunker fuels to move bulk exports 
seem to be assured, the entire range of shipping services, 
including air freight (which is important to certain 
perishable exports -- e.g., frozen rock lobster tails), 

is now known to be affected not only in terms of availa- 
bility but of increased costs as well. The result may be 
reduced export earnings and increased import costs, with 
a consequent reduction in Australia's balance on current 
account. 


An additional factor, more indirect in nature, is the 
impact of the oil crisis on Australia's major export 
markets. Japan, for example, takes approximately one- 
quarter of Australia's exports. To the extent Japanese 
growth -- as well as that of the U.S., the U.K., New 
Zealand and other important markets -- is affected by the 
crisis, Australian exports earnings will suffer. A recent 
estimate by the Institute of Applied Economic and Social 





Research in Melbourne suggests a net worsening in the 
Australian current account of over AS$l billion (USS$1.5 
billion) in 1974. In addition, the Federal Treasurer 

is reported to have publicly stated that he expects an 
AS$600 million (US$900 million) rise in Australia's import 
bill. While these projections were intended only as 
rough orders-of-magnitude estimates, they do appear to 
reflect agreement that the short term influence of the 
Oil crisis will be moderately deflationary. 


The net result of these influences will probably be toward 
the inflationary end of the range of possibilities. With 
possibilities of continuing price pressures, a slackening 
of demand, both internal and external, and a relatively 
modest real growth rate, the beginning of a condition of 
"stagflation" could be in store. 


The outlook for GOA actions with economic and business 
implications was summarized by the Queen as she opened the 
current session of the Australian Parliament on February 28. 
Among new legislation planned in coming months are the 
expansion of the Australian Industries Development Corporation 
and establishment of a National Investment Fund; replacement 
of the present Companies (Foreign Takeovers) Act; the 
creation of a national petroleum and minerals authority; 
legislation "to check the development of monopolies and 
restrictive trade practices" and to provide for the pro- 
tection of consumers; and a revised five-year export 
incentive plan. In general, the Labor Government, after 

a full year in office, can be expected to press for enact- 
ment of these and other measures it regards as essential 

to a fulfillment of its mandate. 


IMPLICATIONS FOR THE U.S. 


U.S. Export Prospects Still Good -- Shipping and Supplies 
Permitting. 1973 was the best year on record for US 


exports to Australia, mainly because of their enhanced 
competitiveness following currency realignments and 

GOA tariff reductions. Although 1973 will be a hard 

year for US exporters to match, they should be able to 
hold their own. The exchange rate between the two dollars 
remains favorable to US suppliers -- although monetary 





relationships are among the most uncertain of current 
uncertainties. The Industries Assistance Commission 
(formerly Tariff Board) is continuing a review of the 
Australian tariff structure with a view to strengthening 
industry by reducing excess protection. And although there 
are tentative indications of a levelling off in demand, 
the change, if it occurs, should not be drastic. On the 
negative side are the effects of the current turmoil in 
world trade in petroleum products. Difficulties in 
meeting delivery schedules may become widespread as 
pressure on fuel-short shipping capacity mounts. Supply 
shortages in the US are reportedly interfering with export 
commitments more and more frequently. Unusually vigorous 
competition from other exporting countries can be expected 
as they scramble to meet growing oil import bills. On 
balance, however, numerous opportunities resulting from 
increased US competitiveness and high levels of Australian 
demand remain to be exploited by vigorous, resourceful 
marketers. 


The commodities which led US exports to Australia in 

1973 should continue to be prominent in 1974, the oil 
crisis notwithstanding. They are motor vehicle and 
tractor parts and accessories, aircraft, construction 

and mining machinery and parts, organic chemicals, and 
internal combustion engines and parts. In addition, 
telecommunications equipment, bio-medical equipment and 
other high technology lines, as well as high quality 
consumer appliances and a variety of other consumers' 
goods, have been identified as good prospects. In view of 
pressure on labor supplies, mechanical handling machinery, 
equipment and parts should also prove to be promising. If 
Australia accelerates its search for and exploitation of 
energy resources, the implications for exporters of many 
of the types of equipment required should be excellent. 
The outlook is good for a variety of agricultural equipment. 
Finally, there is a broad range of major development 
projects -- so-called "big ticket" projects -- in various 
stages of planning. They include petroleum refineries, 
pipelines, transportation systems, power stations, 
minerals processing installations and others. The oppor- 
tunities for sales of equipment and services to these 
projects should be exceptionally promising in the coming 
months and years. 





ll. 


Investment Outlook Cloudy. Opportunities for new invest- 
ment in the immediate future will continue to be uncertain 
pending further clarification of the government's policies 
on foreign ownership. In several areas major investments 
now seem likely to be approved only in special cases. 
These are 100-percent foreign ownership of any Australian 
enterprise; any new foreign participation in the non- 
banking financial sector, or in energy resources exploita- 
tion (petroleum, natural gas, uranium, or coal); and 
controlling foreign investment in any other resources 
exploitation undertaking. In addition, foreign ownership 
of Australian advertising agencies has recently been a 
subject of high-level comment. 


Obviously, a great many investors, both foreign and domestic, 
now face a changing environment in Australia. Not only 

have attitudes toward foreign ownership changed but there 
are increasing moves to fight inflation and rationalize 
Australian industry by stimulating imports. These moves 
have included tariff cuts, as well as the policy of 
permitting the value of the Australian dollar to rise against 
the currencies of major trading partners. Though this could 
change suddenly, in present conditions it means that the 
competitiveness of goods produced in Australia has been 
reduced. At present, therefore, the US exporter is in a 
favorable position, particularly in supplying manufactured 
goods to the Australian market. 


In the longer view, however, it should not be forgotten that 
Australia is a continent-sized country almost equal in area 
to the United States but with a population no greater than 
the New York City area. It possesses immense reserves of 
resources which are becoming more and more valuable with 
each passing year. While the environment has changed 
somewhat, Australia still offers opportunities for the 
adaptable, dynamic investor no less favorable than those 
existing in most other major investment areas of today's 
rapidly changing world. 


U.S. GOVERNMENT COMMERCIAL SERVICES IN AUSTRALIA 


U.S. business visitors interested in Australian opportunities 
can obtain assistance at commercial sections of US consular 
posts in Brisbane, Melbourne, Perth and Sydney and the 





American Embassy in Canberra. The U.S. Government also 
operates a US Trade Center in Sydney which, through 
planned promotions, can help U.S. firms test interest in 
their products, make direct-sales, establish agencies and 
make other business arrangements. The Center is available 
between government-sponsored exhibitions to American firms 
and their agents for individual exhibitions or other 
marketing functions designed to promote the sale of their 
products. Official exhibits and promotions are planned 
during the next six months of medical and hospital equip- 
ment, general aviation equipment, food processing and 
packaging equipment, and textiles. 


Americans interested in the Australian market will also 
find that the U.S. Export-Import Bank offers a compre- 
hensive program of loans and guarantees for financing 
exports of U.S. goods and services. The Bank operates a 
program of Cooperative Financing Facilities under which 


Australian buyers of American products can obtain favorable 
financial terms through cooperating banks located throughout 
Australia. Detailed information may be obtained from the 
Export-Import Bank of the United States, 811 Vermont Avenue, 
NW, Washington D.C. 20571. 
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